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§1229.123

entrance conferences, submission of
data requests, scheduling of audit ac-
tivities including site visits, submis-
sion of issue letters, and closeout con-
ferences.

(c) The State shall consult with the
ONRR and/or OIG regarding resolution
of any coordination problems encoun-
tered during the conduct of delegation
activities.

§1229.123 Standards for audit activi-
ties.

(a) All audit activities performed
under a delegation of authority must
be in accordance with the ‘‘Standards
for Audit of Governmental Organiza-
tions, Programs, Activities, and Func-
tions” as issued by the Comptroller
General of the United States.

(b) The following audit standards
also shall apply to all audit work per-
formed under a delegation of authority.

(1) General standards—@1) Qualifica-
tions. The auditors assigned to perform
the audit must collectively possess
adequate professional proficiency for
the tasks required, including a knowl-
edge of accounting, auditing, agency
regulations, and industry operations.

(ii) Independence. In all matters re-
lating to the audit work, the audit or-
ganization and the individual auditors
must be free from personal or external
impairments to independence and shall
maintain an independent attitude and
appearance.

(iii) Due professional care. Due profes-
sional care is to be used in conducting
the audit and in preparing related re-
ports.

(iv) Quality control. The State govern-
ments must institute quality control
review procedures to ensure that all
audits are performed in conformity
with the standards established herein.

(2) Examination and evaluation stand-
ards—Standards and requirements for ex-
amination and evaluation. Auditors
should be alert to situations or trans-
actions that could be indicative of
fraud, abuse, or illegal acts with re-
spect to the program. If such evidence
exists, auditors should forward this
evidence to ONRR. The ONRR will con-
tact the appropriate Federal law en-
forcement agencies. The scope of ex-
aminations are to be governed by the
principle of a justifiable relationship
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between cost and benefit as determined
by the auditor or audit supervisor.
Audit procedures should reflect the
most efficient method of obtaining the
requisite degree of satisfaction. The
auditor should determine, to the extent
possible, the effect on royalty report-
ing of the non-arms’-length nature of
related party transactions, such as
transfers of oil to refinery units affili-
ated with the producer. A review
should be made of compliance with the
appropriate laws and regulations appli-
cable to program operations. ONRR
shall issue guidelines as to the defini-
tion and nature of arms’-length and
non-arms’-length transactions for use
in carrying out delegated audit activi-
ties.

(3) Standards of reporting. (i) Written
audit reports are to be submitted to
the appropriate ONRR officials at the
end of each field examination.

(ii) A statement in the auditors’ re-
port that the examination was made in
accordance with the generally accepted
program audit standards (including the
applicable General Accounting Office
(GAO) standards) for royalty compli-
ance audits should be in the appro-
priate language to indicate that the
audit was made in accordance with this
statement of standards.

(iii) The auditor’s report should con-
tain a statement of positive assurance
on those items tested and negative as-
surance on those items not tested. It
should also include all instances of
noncompliance and instances or indica-
tions of fraud, abuse, or illegal acts
found during or in connection with the
audit.

(iv) The auditor’s report should con-
tain any other material deficiency
identified during the audit not covered
in paragraph (b)(3)(iii) of this section.

(v) When factors external to the pro-
gram and to the auditor restrict the
audit or interfere with the auditor’s
ability to form objective opinions and
conclusions (such as denial of access to
information by a company), the audi-
tor is to notify the ONRR. If the limi-
tation is not removed, a description of
the matter must be included in the
auditor’s report. ONRR will take all le-
gally enforceable steps necessary to
seek information necessary to com-
plete the audit.
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(vi) If certain information is prohib-
ited from general disclosure, the audi-
tor’s report should state the nature of
the information omitted and the re-
quirement that makes the omission
necessary.

(vii) Written audit reports are to be
prepared in the format prescribed by
the ONRR.

(viii) In instances where the extent of
the audit findings or the amounts in-
volved do not warrant it, a formal
audit report need not be issued. In lieu
of an audit report, a memorandum of
audit findings will be prepared and
placed on the case file.

[49 FR 40026, Oct. 12, 1984, as amended at 58
FR 64903, Dec. 10, 1993]

§1229.124 Documentation standards.

Every audit performed by a State
under a delegation of authority must
meet certain documentation standards.
In particular, detailed workpapers
must be developed and maintained.

(a) Workpapers are defined to include
all records obtained or created in per-
forming an audit.

(b) Each audit performed varies in
scope and detail. As a result, the audit
team must determine the best presen-
tation of the workpapers for a par-
ticular audit. The following general
standards of workpaper preparation are
consistent with the goal of achieving
proper documentation while maintain-
ing sufficient flexibility.

(1) All relevant information obtained
orally must be promptly recorded in
writing and incorporated in the
workpapers.

(2) Workpapers must be complete and
accurate in order to provide support for
findings and conclusions.

(3) Workpapers should be clear and
understandable without the need for
supplementary oral explanations. The
information they contain must be
clear, complete, and concise, so that
anyone using the workpapers will be
able to readily determine their pur-
pose, the nature and scope of the work
done, and the conclusions drawn.

(4) Workpapers must be legible and as
neat as practicable. They must meet
standards which allow their use as evi-
dence in judicial and administrative
proceedings.

§1229.126

(6) The information contained in
workpapers should be restricted to
matters which are materially impor-
tant and relevant to the objectives es-
tablished for the assignment.

(6) Workpapers must be in sufficient
detail to permit a subsequent inde-
pendent execution of each audit proce-
dure, assuming the target company re-
tains its accounting documentation.

§1229.125 Preparation and issuance of
enforcement documents.

(a) Determinations of additional roy-
alties due resulting from audit activi-
ties conducted under a delegation of
authority must be formally commu-
nicated by the State, to the companies
or other payors by an issue letter prior
to any enforcement action. The issue
letter will serve to ensure that all
audit findings are accurate and com-
plete by obtaining advance comments
from officials of the companies or
payors audited. Issue letters must be
prepared in a format specified by the
ONRR, and transmitted to the com-
pany or payor. The company or payor
shall be given 30 days from receipt of
the letter to respond to the State on
the findings contained in the letter.

(b) After evaluating the company or
payor’s response to the issue letter, the
State shall draft a demand letter which
will be submitted with supporting
workpaper files to the ONRR for appro-
priate enforcement action. Any
sustantive revisions to the demand let-
ter will be discussed with the State
prior to issuance of the letter. Copies
of all enforcement action documents
shall be provided to the State by ONRR
upon their issuance to the company or
payor.

§1229.126 Appeals.

(a) Appeals made pursuant to the
rules and procedures at 30 CFR parts
1243 and 1290 related to demand letters
issued by officers of the ONRR for addi-
tional royalties identified under a dele-
gation of authority shall be filed with
the ONRR for processing. The State
regulatory authority shall, upon the
request of the ONRR, provide com-
petent and knowledgeable staff for tes-
timony, as well as any required docu-
mentation and analyses, in support of
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